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The Speculative Craze 


A total gain of $1,840,222,346 in the prices of 217 
stocks during the month of August, again calls attention 
to the widespread effort to obtain speculative gains on 
securities whose earning power does not explain the phe- 
nomenon. The operations during August placed the 
volume of sales at the highest figure of any August total 
on record and the advance in prices more than offset the 
loss of $1,522,281,444 in June. 

According to the quarterly report of H. J. Kenner, 
General Manager of the Better Business Bureau of New 

k City (New York Times, September 3, 1928), the 

ters are again at work. “The tipster operators are 
schooled by experience in the psychology of separating 
the uninformed investor and incautious speculator from 
his money.” He generally furnishes an “advisory service” 
which “always includes advice to buy stocks the tipster 
himself wants to sell,” makes “telephone calls to credulous 
folks in all parts of the country,” and utilizes “velvet- 
voiced swindlers who lie convincingly.” Granted that the 
tipster plays an important part with many people, his 
activities, nevertheless, hardly explain the excessive and 
widespread speculating in stocks which has taken place 
during the last few years. 


The culmination of the speculative craze, which experts 
had been prophesying for some time, seemed to have been 
reached in the June deflation of prices. Many thought 
the lessons then. learned would be sufficient to cause 
gradually a still further recession in prices. But the fever 
is still raging and it alarms those who are concerned about 
our financial health. 


The craze is not confined to New York, for the out- 
of-town trading has increased during the last few years 
in greater proportion than local trading. And it is re- 
ported (Charles McD. Puckette, New York Times, July 
15) that many men in all lines of business are so occupied 
with operations in stocks that they are not attending to 
their own concerns. Not only have the butcher, the baker, 
and the barber been bitten by the speculative bug but 
women from many walks of life have become speculators 
in rapidly increasing numbers. The luck of friends and 
the frequently mythical reports of fortunes made have 
Rr: the heads of many who hitherto thriftily and cau- 

sly put aside their savings. The savings banks in 
all parts of the country have felt the drain caused by the 
wave of speculation and they urge depositors to talk over 
purchases of securities before withdrawing their funds. 
The widespread activities of brokers’ exchanges, the in- 
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crease in their loans, and the increasing number of cus- 
tomers indicate that the craze has reached many of the 
wage-earners as well as those with larger incomes. 
Clearly, the public, unorganized, “could never of itself 
have produced the bull market which has raged this year 
and the four years preceding. A bull market needs 
shrewd, able leaders and the present one has had them” 
—rich speculators who “acquired liquid funds by dis- 
tributing stocks in their corporations to the public” and 
by making use of the credit afforded by low money rates 


~ “discarded all principles of sober finance and ordinary 


common sense” and conducted “their operations in an 
imaginary world of their own.” The market also had 
leaders of a more conservative type and up to a certain 
point the bull operations had their sympathetic support. 
But seemingly the reckless operators, during the specula- 
craze of last spring, gained the ascendency in leader- 
ship. 

A second important cause has been “cheap money” or 
low credit rates which enabled the brokers to obtain loans 
to “carry” the army of speculators. And the easier it 
was to get credit the easier it was to run up stock prices 
and attract increasing numbers into the speculative game. 
Thus the more prices are inflated beyond values war- 
ranted by the rate of return on securities the more specu- 
lation becomes a game of gambling, the infection of which 
spreads throughout the population. 

But what is the explanation of low credit rates? And 
how far can the expansion of credit be carried before the 
speculative game brings a reaction in the form of high 
rates? On June 5, 1928, the Federal Reserve Board 
issued a warning to the banking community that a dis- 
proportionate share of the nation’s credit was being em- 
ployed to finance the stock market. Evidence of this 
development was found in the great increase of brokers’ 
loans by New York banks and out-of-town banks from 
$2,487,352,000 in April, 1926, to $4,563,000,000 in June, 
1928." And this increase does not include brokers’ bor- 
rowings from other sources than by member banks of 
the Federal Reserve System and their clients. It is also 
well known that many corporations were active in loaning 
their surplus funds for speculative purposes. 

The degree to which member banks of the Federal 
Reserve System can expand their credit before they have 
to call upon the Federal Reserve Banks for credit is indi- 
cated by the fact that reserves carried by member banks 
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Bank Bulletin, September, 1928. 
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against their entire deposits, subject to reserve require- 
ments, are about 7.5 per cent or in the ratio of $1 in 
reserves to $13 in deposits. When member banks in- 
crease their loans and investments by $1,000,000,000, 
therefore, they require only $75,000,000 of additional 
reserve bank credit." Thus the expansion of credit can 
go on to a great degree before the Federal Reserve Board 
and the Federal Reserve Banks can call a halt by an 
increase in the discount rates. 


The discount rates have been raised during the past 
year from 3% per cent to 5 per cent, gold exports have 
greatly exceeded gold imports, and the reserve banks 
have carried on security sales without the effect of arrest- 
ing the rapid expansion of member banks’ credit. It 
should be borne in mind, too, that the many banks not 
members of the Federal Reserve System can carry on 
the expansion of credit without being subject to the limi- 
tations that the member banks are under. Member banks 
are supposed to obtain credit from the reserve banks only 
by discounting notes, drafts, and bills of exchange arising 
out of actual commercial transactions. This provision 
introduces sufficient elasticity to enable the banks to take 
care of an increasing volume of trade. But notes, drafts 
or bills held for the purpose of covering investments in, 
or carrying or trading in, stocks and bonds are excluded 
by law from discounting privileges. For a member bank 
to make loans for this purpose weakens its fundamental 
position, is regarded as unsound banking, and is a misuse 
of reserve bank credit. 


The fact that an extensive credit expansion has gone 
on in the presence of a decrease in gold reserves, the 
raising of discount rates, and a large increase in the 
indebtedness of the member banks to the reserve banks 
led the Federal Reserve Board to remind the member 
banks that, unless a change occurs in the direction of gold 
movements or in the open market policy of the Federal 
Reserve system, the only means by which member banks 
will be able to reduce their debt at the reserve banks is 
by a sale of investments or a gradual contraction of their 
loan account. The Board warned member banks that 
“such a contraction is generally not practicable in a short 
period of time, because member banks have certain re- 
sponsibilities to their customers and are reluctant to dis- 
pose of large amounts of their investments at a time of 
credit pressure.”* The question is being definitely raised 
whether the expansion of credit has reached a point where, 
if a reduction is necessary, it shall occur in commercial 
loans or brokers’ loans. If low money rates result in 
stressing speculation to the disadvantage of productive 
enterprise it will slow down business and ultimately affect 
the stock market unfavorably. The September issue of 
the National City Bank Bulletin says: “The stock ex- 
change has its legitimate function, but it is not a basic 
industry, and it would be absurd to claim that the stock 
market is entitled to have all the credit it wants first, and 
that trade and industry may have what is left of the avail- 
able supply. By all rules the reverse is true, the creation 
of wealth preceding investment, and investment in the 
security market for surplus funds following naturally. 
There is no valid claim on the banking system for credit 
simply for the purpose of buying something in the hope 
of selling it at a higher price. That is something which 
anyone is privileged to do with his own money, or with 
borrowed money if he can obtain it, but there can be no 


2 Statement, Federal Reserve Board, June 5, 1928. 
Ibid. 
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obligation to supply it, for there is practically no limit 
to such demands. Id is the basis of bank credit, and the 
latter must be kept in due proportion to the gold reser, 
To grant credit without relation to the gold reserves w 

be the same as printing money.” 


The Mandates and the League 


The question of the power which the League of Nations 
has over the mandated territories has been an important 
one ever since the new system was created. Recently 
there have been disturbances in Western Samoa, for which 
New Zealand holds the mandate. As a result the natives 
have become much interested in the League of Nations. 
The Administrator, whose term of office has since ex- 
pired, explains that the agitation would have died down 
earlier if statements printed in the vernacular press had 
not encouraged the natives to believe that an appeal to 
the League of Nations would result in a decision in their 
favor. (Round Table, September, 1928.) Last Novem- 
ber, the Administrator distributed among the natives a 
“catechism” on the League of Nations, which was, no 
doubt, intended to lessen this interest. Some of the ques- 
tions and answers were as follows: 


“What government is Samoa under ?—The government 
of Great Britain.” 


“Is it possible for Samoa to be taken away from the 
government of Great Britain ?—No.” 

“Why is Samoa under the care of New Zealand?— 
Because His Majesty the King gave Samoa to the . 
ernment of New Zealand. . . .” 1) 
i the League of Nations control any country ‘— 

0.” 


tna the League of Nations any control over Samoa? 
0.” 

“What is the connection between Samoa and the 
League ?—Once a year a report is read by the committee, 
called the Mandates Commission, to ascertain if the Man- 
datory Agreement is being carried out, and from the 
report it will be known what good work is being done, 
so that such good work may be followed by any other 
mandates.” 

“In the event of a Samoan not being satisfied, may such 
person appear before the League of Nations or meet the 
Mandates Commission ?—No, he will not be received.” 


“Should such person send a letter (petition) to the 
League, will the League receive it and give it any con- 
sideration ?—No, they will return such letter to the gov- 
ernment of the country, because the League of Nations is 
not a government.” 


This “catechism” has aroused much interest in English 
circles since the attention of the public was called to it 
by the Manchester Guardian in June. Leonard Stein, a 
well-known British journalist, makes it the subject of 
a discussion of this moot question in the London Nation 
and Atheneum for July 7. He points out that a royal 
commission appointed by the New Zealand government 
has recently made an investigation of the administration 
of Western Samoa and that this commission’s report has 
been presented to the Mandates Commission, which 
is expected will reach a favorable verdict. But, he ‘| 
no such verdict can be expected on the catechism. Sta 
ments by the previous administrator, though less chal- 
lenging than those in the catechism, were rebuked by 
the Mandates Commission a few months ago. 
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The League’s authority with reference to the mandates 
was challenged in 1926 by the Union of South Africa in 
nection with its mandate of South West Africa. The 
ble to a treaty between South West Africa and 
Angola, negotiated in 1926, said that “under a mandate 
issued by the Council of the League of Nations, the 
Union of South Africa, subject to the terms of the said 
mandate, possesses sovereignty over South West Africa, 
lately under the sovereignty of Germany.” In spite of 
the phrase “subject to the terms of the mandate” this 
indicated that the Union of South Africa had annexed 
South West Africa. This led, finally, to a full discussion 
of the question at the 1927 meeting of the Mandates 
Commission. There a statement by General Hertzog in 
the Union Parliament was cited, in which it was said 
that “the government of the Union accepted the view of 
the Supreme Court of South Africa, which had laid it 
down in 1924 that ‘sovereignty over South West Africa 
resides neither in the Principal Allied Powers, nor in the 
League of Nations, nor in the British Empire, but ii the 
government of the Union of South Africa.’” The mat- 
ter was dealt with by the Council of the League at its 
meeting on September 8, 1927, when it adopted the re- 
port of the Netherlands representative. This report 
declares that the relationship of mandated territories to 
the mandatory powers “is clearly a new one in interna- 
tional law, and for this reason the use of some of the 
time-honored terminology in the same way as previously 
is perhaps sometimes inappropriate to the new condi- 
tions.” Mr. Stein concludes, therefore, that “whatever 
may be the status of a mandatory power, it is not that 
overeignty in the accepted sense of the term.” 

Great Britain, herself, has been open to criticism in 
connection with her attitude toward Tanganyika. On 
several occasions high officials of the British Empire 
referred to Tanganyika as “a part of the British Empire.” 
To these, again, the Mandates Commission took excep- 
tion. 

It should be noted that there are three classes of man- 
dates: “A” mandates, such as Syria and Mesopotamia, 
which “have reached a stage of development, where their 
existence as independent nations can be provisionally 
recognized . . . ”; “B” mandates, such as Tangan- 
yika, for which the mandatory power has “full powers 
of administration and legislation” with certain restrictions 
including the guarantee of the “open door” to all members 
of the League; “C” mandates, such as Western Samoa 
and South West Africa, in which the “open door” is not 
guaranteed, though the other restrictions are practically 
the same as those for “B” mandates. 
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Mr. Stein recognizes frankly the difficulty of defining 
the exact status of the mandates. But, he says, since the 
victorious powers did not annex these territories “the 
conscientiousness with which they observe their manda- 
tory obligations and content themselves with their man- 
datory status is the tesi of their good faith. The line is 
not easy to draw, and is, in some cases, barely dis- 
tinguishable, but it is essential that it should not be 
obliterated.” One of the most eminent economists in 
Europe expressed himself to a member of the staff of 
this Department as hoping that the Mandates Commis- 
sion would come to play a much larger role and to exercise 


greater powers. 


Cost of Living 1909-1928 


A new method of presenting changes in the cost of 
living is set forth in the News Bulletin of the National 
Bureau of Economic Research for September 10, 1928. 
The significance of the method lies in the distinction 
made between the cost of living for urban employes, farm 
laborers, farmers, and the people having incomes of 
$5,000 and $25,000 per year. 


The importance of making a distinction between these 
classes arises out of the fact that the prices of goods con- 


_ sumed by them vary greatly. The classes having lower 


incomes spend a much larger percentage of their incomes 
for food and a much smaller percentage for miscellaneous 
purposes than the classes having $5,000 to $25,000 per 
year. Therefore the price index representing the ex- 
penditures of a wealthy family may differ noticeably 
from that recording the expenditures of a poor family. 


For such goods as books, periodicals, automobiles, gaso- 
line, railroad fare, hotel bills, furs, jewelry, musical in- 
struments, college board and tuition, and servants’ wages 
it was necessary for the bureau to collect price data and 
construct original series of indexes. Because of the lack 
of standardization in many important types of consumers’ 
goods it is absolutely impossible to construct a thoroughly 
reliable index series representing the prices of such 
articles. All that is claimed for the indexes is that they 
are a reasonably close approximation. 


Using $1.00 in 1913 as the basis of comparative prices 
the indexes for the various classes of consumers are 
tabulated for certain years which mark significant changes. 
The table of the bureau includes the indexes for every 
year between 1909 and 1928. 


INDEXES OF THE PRICES OF CONSUMPTION GOODS 
(Base 1913=1.00) 


[3] 


Families Families 
Spending Spending 
$5,000 25,000 Farm Urban 
Date Annually Annually Farmers Laborers Employes 
929 044 946 976 938 
.992 993 992 .o88 
1.791 1.654 1.988 1.926 2.003 
1.940 1.779 2.115 2.032 2.172 
1.503 1.611 1.528 1.432 1.733 
1.567 1.601 1.458 1.392 1.670 
1.657 1.659 1.667 1.477 1.774 
1.632 1.632 1.583 1.437 1.751 
1.605 1.608 1,501 1.403 1.718 
1.602* 1.618* 1.525* 1.422* 1.715 


ions 
tant 
ntly 
hich 
ives 
ons. 

ex- 
had 
1 to 
heir 
rem- 
es a 
no 
ues- 
nent 
| the 
noa? 

the 
ittee, 
Man- 
| the 
Jone, 
other 

such 
t the 
» the 

con- 

gov- 
yns is 

to it 
sin, a 
ct of 
lation 
royal 
iment 
ration 
rt has 
ich 
Sta 
chal- 
od by 
* Preliminary estimates. 
| 


Saturday, September 29, 1928. 


Two rather striking points are brought out by the table. 
“First, it is clear that prices of commodities used by the 
wealthy have not fluctuated as much as have those con- 
sumed by the poor classes of the population. Second, in 
most of the period since 1921, the indexes for farmers and 
agricultural laborers have been running much lower than 
have the index numbers for urban residents. The reason 
for this latter difference is largely that a considerable 
proportion of the living of rural inhabitants is produced 
on the farm where it is consumed, and, during the last 
few years, the relatively low prices of agricultural prod- 
ucts have caused this fraction of the farmers’ living cost 
to remain at a low level with the result that the entire 
index has been pulled down. Low-priced farm products 
have tended also to bring about cheap board for agri- 
cultural employes, and hence the index number for this 
class has likewise been kept at a low level.” 

The Bureau’s index, however, diverges from the index 
of the United States Bureau of Labor Statistics. The 
government’s index pertains to the expenditures of those 
with comparatively small incomes, while the Bureau’s 
index includes the expenditures of higher income classes 
and many items of their expenditures have advanced less 
in price than have every-day necessities. 

Since many persons will desire to have an index num- 
ber representing the retail price level for the country as 
a whole, the bureau, in accordance with selected weights, 
has averaged the five indexes. The averages thus 2b- 
tained are: 


* Preliminary estimate. 


Farmers’ Cooperation 


Frequent reference has been made in this SERVICE dur- 
ing several years to farmers’ cooperative efforts because 
these constitute the largest single post-war movement in 
rural America, and because of the evident interest of 
educational and religious forces in the movement. Among 
recent developments we call attention to certain enter- 
prises of major importance. 

Dr. E. G. Nourse of the Institute of Economics, chair- 
man of the Program Committee of the American Institute 
of Cooperation, made recently the following statement 
in regard to farmers’ cooperation: “The greatest handi- 
cap to genuine cooperation today is the farmer’s desire 
to eat his cake and keep it also—to get the benefits of 
group action without paying the price of group discipline. 
He likes to shop around and patronize the cooperative 
simply as one more middleman. The real meaning of 
cooperative membership is the merging of part of one’s 
individual business in a joint enterprise for better, for 


worse, not as a speculative grab for an extra dollar, but 
as a permanent and constructive move for the organiza- 
tion of the production and distribution of our comma 
ity.” (The California Citrograph.) 

The New England Homestead in its issue of Septem- 
ber 15 chronicles the failure of the Connecticut Valley 
Tobacco Growers’ Association, which was organized in 
a wave of enthusiasm six years ago with 3,300 members, 
At a recent meeting 713 members voted to end the Asso- 
ciation and only 35 to continue it. Most of the members 
did not even vote by proxy. Among reasons cited for 
the failure of this enterprise are “glittering promises of 
a cooperative utopia.” Says the Homestead: “We learn 
slowly that there is no magic about cooperation. ; 
This experience should not be considered a total loss, 
Out of it may grow a more successful enterprise.” 

It shouid be noted that the comprehensive surveys of 
the United States Department of Agriculture show a 
steady increase in the total membership of cooperative 
marketing associations over the past few years. 

From California comes the news that several thousand 
raisin growers who are members of a cooperative met 
recently at Fresno and went on record as favoring a 
practice of leaving half of this year’s crop upon the vines 
so as to sustain prices. There is an unusually heavy pro- 
duction this year, considerably in excess of the anticipated 
demand. Says the Wheat Growers’ Journal, the house- 
organ of a middlewestern cooperative, about the policy: 
“Tt may look morally wrong but it isn’t as bad as 


Those who look at the matter from this angle can rea 
understand why fruit frequently rots . . . in 
Golden State. It’s only good business.” 


An attempt at compulsory cooperation for the market- 
ing of fruit and vegetables in British Columbia is de- 
scribed in the Pacific Rural Press for August 11 by 
Professor C. R. Fay, known as a student of Canadian 
cooperatives, and one of the leaders of this year’s Insti- 
tute of Politics at Williamstown. The act was passed 
by the province in 1927, and the committee in charge of 
enforcement “has one year of successful operation to its 
credit.” The act may be applied to any commodity upon 
request of 75 per cent of its producers. Says Professor 
Fay: “The act was born of necessity. Voluntary cooper- 
ation was unable to prevent spoiling the market.” 


glutting markets and bankrupting the whole nal 


Mitigating Discharge in Industry 


Increased efficiency in the cutters’ department of the 
A. Nash Company, manufacturers of men’s clothing, 
permitted a reduction in the labor force of that depart- 
ment. The Daily News Record, June 27, 1928, describes 
an unusual method of dealing with the situation. The 
firm did not desire to discharge any of the 125 men in 
the department. It recognized that the men had some 
stake in the business which they had helped to build up, 
yet the department could be run with fewer men. An 
adjustment of the difficulty was reached when 10 of the 
men volunteered to leave the business. Each man was 
given $300 in recognition of past services and of the 
sacrifice he was making. 


Printed in U.S. A. 


Year Index Year Index 
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